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The questions should be answered in the Answer Booklet provided. 
Marks for each question are indicated. 
QUESTION 1  (10 Marks - Suggested time approx. 35 minutes) 
Plastics Ltd manufactures watertight plastic equipment cases for tradesman. Plastics Ltd has 
divisions operating throughout Australia. Division managers receive a bonus each year based on 
their accrual accounting rate of return for that year (with calculations based on end-of-year total 
assets). At the moment, the Sydney Division generates cash revenues of $1,500,000, incurs cash 
costs of $900,000, annual depreciation of $200,000, with an investment in assets of $9,900,000. The 
Sydney Division Manager’s current ARR is 4%. 
New technology has recently been developed to build custom cases that eliminate wasted space. 
This new technology would allow the Sydney Division to expand into making cases for the aviation 
industry. The manager estimates that the new technology will require an investment in working 
capital of $65,000. Because the company already has a facility, there would be no additional rent or 
purchase costs for a building, but the project would generate an additional $190,000 in annual cash 
overhead. Moreover, the manager expects annual materials cash costs for the expansion to be 
$700,000 and labour to be about $450,000.  As this is new technology, there may be a shortage of 
suitably trained staff.  
The management accountant of Plastics Ltd estimates that the expansion would require the purchase 
of equipment with a $2,300,000 cost and an expected disposal value of $400,000 at the end of its 
seven-year useful life (although there is some concern that the expected disposal value may be as 
low as $100,000). Depreciation would occur on a straight-line basis. 
The management accountant of Plastics Ltd determines the company’s cost of capital as 6%. The 
management accountant’s salary is $160,000 per year; the expansion will not change that. The CEO 
asks for a report on expected revenues for the project, and is told by the Marketing Department that it 
might be able to achieve cash revenues of $1,750,000 annually from the aviation industry. Plastics 
Ltd has a tax rate of 30% but the government is suggesting that the tax rate may have to go to 40% 
in the near future in order to reduce the government deficit. 
Using the figures provided, the NPV of the expansion project has been calculated to be $962 (using 
MS Excel) and the IRR has been calculated to be 6.01%.  The payback period on this investment is 
6.42 years.  The overall AARR for this investment is 6.86%. 
The impact on the Manager’s bonus over the course of the 7 year investment.   




Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
Profit after tax 97,000$             97,000$             97,000$             97,000$             97,000$             97,000$             97,000$         
Beginning Balance 2,365,000$       2,093,571$       1,822,142$       1,550,713$       1,279,284$       1,007,855$       736,426$       
Less depreciation 271,429$          271,429$          271,429$          271,429$          271,429$          271,429$          271,426$       
Ending Balance 2,093,571$       1,822,142$       1,550,713$       1,279,284$       1,007,855$       736,426$          465,000$       
Investment 2,229,286$       1,957,857$       1,686,428$       1,414,999$       1,143,570$       872,141$          600,713$       
ARR 4.63% 5.32% 6.26% 7.58% 9.62% 13.17% 20.86%
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Required: 
(Note there are no further calculations required for this question) 
a) Describe the five stages of the capital budgeting process for this expansion project. 
 (3 marks - Suggested time approx. 10 minutes) 
 
b) Discuss whether the company should invest in the new expansion.  Your discussion should 
include comments on the analysis provided, (NPV, IRR, Payback Period, AARR) and the 
impact the investment may have on the Sydney Division’s Manager.  Your comments should 
also include whether the impact of future changes to the tax rate and possible reduction of 
the salvage value, will alter a decision to invest (and why) – calculations not required. 





QUESTION 2  (10 Marks - Suggested time approx. 35 minutes) 
 
Within the robust view of quality control strategy, describe the management strategy to reduce 
quality costs. 
Your answer should include (but not necessarily be restricted to) discussion of the four kinds of 
quality costs, examples of the four kinds of quality costs, and the relative impact of the four kinds 





QUESTION 3  (10 Marks - Suggested time approx. 35 minutes) 
 Performance evaluation and control in service organisations is different from that in 
manufacturing organisations.  Discuss this comment in detail, identifying the main issues related 
to the specific characteristics of service organisations in general. Your answer should include 
(but not be limited to) examples of specific characteristics, and the related key issues, for three 
types of service organisations. 
 
 
QUESTION 4  (10 Marks - Suggested time approx. 35 minutes) 
a) Provide four examples of how management accounting information can be used to support a 
sustainability approach. (e.g. Including in product costs the environmental costs of activities 
undertaken to produce products)   (2  Marks - Suggested time 7 minutes) 
 
b) What information might be added to a business’ performance measurement system to support 
the organisation’s climate change strategy? Discuss in full. Your answer should include (but not 
be limited to) examples of the types of information identified and discussion on how the different 
types identified might be used     (8  Marks - Suggested time 28 minutes) 
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QUESTION 5      (10 Marks - Suggested time 35 minutes) 
Surfing Products produces two surfboards, Standard and Superfast. Standard surfboards have a unit 
contribution margin of $128, and Superfast surfboards have a unit contribution margin of $720. The 
maximum demand for Standards is 80 per month, and the maximum demand for Superfast surfboards is 
65 per month. Management desires a product mix that will maximise the contribution toward fixed costs 
and profits.  
Direct manufacturing labour is limited to 2,720 hours a month, epoxy curing ovens are limited to 360 hrs 
a month and machine-hours are limited to 1,400 a month. The Standard surfboards require 20 hours of 
labour, 3 hours in the curing ovens and 8 machine-hours. Superfast surfboards require 34 labour-hours, 
8 hours in the curing ovens and 20 machine-hours.  
Let R represent Standard surfboards and S represent Superfast surfboards.  
 
 
Figure 1 The graphical summary of the relationships is provided to assist you identify which of the binding constraints to use 
in your answer (the data values and labels have been purposely omitted). 
 
Required:  
a) What is the Theory of Constraints? Describe briefly.  
       (2 Marks - Suggested time 7 minutes) 
 
b) Using the data provided above, formulate the objective function and constraints necessary to 
determine the optimal product mix.    (1 Mark - Suggested time 5 minutes) 
 
c) Using the Linear Programming technique (i.e. simultaneous equations) with the data provided 
above, calculate the optimal number of each product that the company should make and sell 
each month.       (5 Marks - Suggested time 16 minutes) 
 
d) Describe how the “Drum-Buffer-Rope” System can be used to improve production performance, 
in particular production throughput.  Illustrate your answer using the information provided above 
and your answers to the previous parts to this question.  Include in your answer, identification of 
which of the binding constraints that should be elevated next, and provide justification for your 
choice.        (2 Marks - Suggested time 7 minutes) 
 
